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THE 
AMERICAN 
ECONOMY: 


IS IT GROWING FAST ENOUGH? 


We Americans, with considerable justification, are proud 
of the achievements of our economy. In spite of its ups and 
downs (including the disastrous Great Depression of the 
1930’s and the mild recessions of 1949, 1954, and 1958), 
production of the goods and services we desire has approxi- 
mately doubled every 20 or 25 years over the course of the 
past century. Today our population of 178 million enjoys an 
average standard of living vastly higher than that of the 
previous generation of Americans and substantially in ex- 
cess of that achieved anywhere else in the world. 

With such a record behind us, it would be easy to be 
complacent — to be confident that our economy will con- 
tinue to grow at a satisfactory pace and that its supremacy 
will remain unchallenged. Many Americans, however, are 
far from content with our recent economic record. They 
point with concern to the fact that our national output is 
increasing less rapidly than in certain previous periods and 
that the economy of the Soviet Union, our major competitor, 
is developing at a markedly faster rate than ours. 

In recent months questions concerning our rate of eco- 
nomic growth have become matters of increasing public 
concern and controversy. The Joint Economic Committee 
of the Congress has sponsored extensive studies and con- 
ducted lengthy hearings in an attempt to assess the nature 
of the complex process in which our economy grows. Re- 
sponsible leaders from many walks of life, including labor 
union officials, businessmen, economists, and educators, have 
had much to say concerning the adequacy of the recent 
rate of growth of the economy and the steps that may be 
required to improve it. And there are already indications 
that issues relating to economic growth will play a role in 
the forthcoming political campaigns. 

ry In order to understand these issues, we must ask several 

i ee questions: What is economic growth, and how is it meas- 

ured? What has been the growth record of the American 
economy in recent years? What factors contribute to growth? 
Why is the rate of growth of our economy so important? 
What can be done to improve it? 
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WHAT IS GROWTH? 

Economic growth, in its broadest sense, refers to progress 
in satisfying our material needs and wants. As such, it has 
long been an important ingredient of “the American dream.” 
Our national history has been characterized by economic 
expansion in many respects — in population, employment, 
income, stock of capital equipment, and in the range and 
size of the production of goods and services achieved. 

Economists attempt to measure the growth of the economy 
with several measuring rods. One is the “gross national 
product,” which is the sum total, for a given year, of the 
dollar value of all goods and services produced by both the 
private and public sectors of the economy. It is a tally which 
includes, accordingly, the total market value of all the food, 
clothing, and other consumer goods produced in a given year, 
the new houses, machinery, and factories constructed, and the 
services rendered by government in such diverse fields as 
providing for our national defense, developing our resources, 
education, handling the mails, and so forth. 

The gross national product, which is usually referred to 
as the “GNP,” is normally expressed (as it is on the first 
line of Table I, below) in terms of the prices of the par- 
ticular year or years under consideration. When comparing 
the GNP’s of different years, therefore, it is important to 
recognize that a part of any difference noted may be the 
consequence not of changes in the amounts of goods and 
services produced, but rather of changes in the purchasing 
power of the dollar. The GNP of $100 billion in 1940, 
for example, is stated in terms of the value of the dollar 
of that year, when it could purchase, on the average, some- 
what more than twice what a dollar will buy today. To get 
at real changes in the output of our economy, the effect 
of price variations must be eliminated in the figures em- 
ployed. This may be accomplished through a restatement 
of the GNP’s for various years in terms of the prices, or 
value of the dollar, in a single base year (In line two of 
Table I and in Table II, we have chosen present-day, 1960 
prices). This second, more useful indicator of economic 
growth we may call the “real gross national product,” or 
“real GNP.” 

In comparing the output of the economy at different 
periods of time, we must remember that many important 
factors in addition to prices may also have undergone change. 
Of particular bearing on the degree of economic progress 
achieved will be any changes in population which may have 
taken place over the period in question. In order to take such 
changes into account in evaluating the growth record, it will 
often be helpful to turn to figures expressing real gross 
national product in per capita terms. Statistics on real GNP 
per capita readily indicate the degree to which growth in 
output has kept pace with, or exceeded, the rate of popula- 
tion increase. 

Many other measurements of economic progress and well- 
being are employed in assessing the record of economic 
growth. Figures on average personal or family income, or 
disposable income (after taxes), and statistics concerning 
wage rates, profits, and new investment in factories and 





TABLE II. 
FLUCTUATIONS IN GNP SINCE WORLD WAR II* 
(Real GNP in $ billions, at 1960 


























prices ) 
1945 $360 1953 $417 
1946 316 1954 409 
1947 316 1955 442 
1948 328 1956 451 
1949 328 1957 459 
1950 356 1958 449 
1951 385 1959 479 
1952 399 1960 490* 











*Figures derived from Economic Report of the President, January 
1960; 1960 figure estimated. 








TABLE I. 
THE GROWTH OF GNP, 1929-60* 














1929} 1933} 1940) 1950| 1960* 
GNP 
($ billions) 104 56 | 100 | 284 | 490 
Real GNP 
($ billions at 203 | 141 | 230 | 356 | 490 
1960 prices ) 
Real GNP 
per capita 1,680 |1,130 |1,740 |2,360 |2,810 
($) 























*Figures derived from Economic Report of the President, January 
1960; 1960 figures estimated. 











equipment are often cited. None of these measures satisfied 
every need, and none takes into account all of the com- 
ponents of economic progress. All of those mentioned, for 
example, fail to reflect the reduction of the average work 
week in recent decades (from an estimated 63 hours in 
1880, to 46 hours in 1920, and approximately 40 hours 
today), and the corresponding increase in leisure time which 
the American worker is free to enjoy. Nor do these statistics 
pay heed to the degree of individual freedom present in the 
economy to which they refer. Nonetheless, if one is pre- 
pared to recognize their shortcomings, these measuring rods 
can provide helpful guides in assessing how well our 
economy is doing. 
OUR RECENT GROWTH RECORD 

Examination of these two tables, and review of the 
studies recently prepared for the Joint Economic Committee, 
permit us to make three important observations concern- 
ing our growth record: 

First, the general trend of the economy has been markedly 
upward. Over the past several decades real GNP has in- 
creased at an average (compounded) rate of approximately 
3% per year. Taking population increases into account, real 
GNP per capita has risen, on the average, approximately 
1.6% per year. Also worthy of note is an average annual 
increase in productivity, or output per manhour worked, of 
approximately 242%, although this has been very unevenly 
distributed over the various sectors of the economy (being 
much higher, for example, in agriculture and many parts of 
manufacturing industry than in construction and services). 

Second, the rate of growth of output has been uneven 
over time — with very little growth, and even declines in 
output, in periods of recession. Postwar recessions have been 
very mild, to be sure, in contrast with the Depression of the 
1930's, but they have resulted in 12-15 month interruptions 
in the upward trend of economic activity on three separate 
occasions since the end of World War II. 

Third, the postwar rate of expansion of output has been 
somewhat less rapid than it was in certain previous periods, 
and is significantly lower than that of the Soviet Union 
(whose real GNP is reliably estimated to be mounting at 
an annual rate of 7-9%, in contrast with our own 3% rate). 
Much of the explanation of these differences is to be found 
in the fact that we are now a wealthy and highly developed 
nation, and that a large part of the expansion which occurs 
in response to consumers’ preferences in our economy is in 
those sectors (especially services) in which substantial in- 
creases in productivity are very unlikely or, at best, difficult 
to achieve. The lagging postwar growth rate is also attributed 
in part, by some observers, to the setbacks of the recessions 
of 1949, 1954, and 1958. 

There is widespread disagreement as to how the recent 
record should be interpreted. It is probably fair to say, how- 
ever, that the record is neither as bad as it is made out to 
be by some critics of current governmental policies nor as 
good as might be hoped for. 





FACTORS AFFECTING GROWTH 

Economic growth is a reflection of the effective perform- 
ance and expansion of many diverse parts of the economy. 
The amount of growth realized, as one might expect, is de- 
pendent on many different, but interrelated, factors. 

The level of output depends, first of all, on the size of 
the population (or, more precisely, the employed portion of 
the labor force). Growth in output, therefore, may simply 
reflect an increase in the quantity of labor employed. As we 
all are aware, however, the value of output produced per hour 
worked is far from uniform among different types of labor, 
with varying degrees of skill. Accordingly, increases in out- 
put may also be the result of improvements in the quality 
of labor utilized — in the health of the labor force, and the 
degree of education and special skills brought to the job. 

The amount which each of us is able to produce also 
depends in large measure on the nature of the machines and 
tools with which we work. Much of the growth of output 
achieved over the course of recent decades in the United 
States can be traced to a marked increase and improvement 
in the mechanization and “automation” of the economy. The 
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degree of mechanization realized, of course, is dependent 
in turn on the development of technology and on the exist- 
ence of a climate in which those who contemplate investing 
their money in new factories, machines, and equipment can 
expect a reasonable rate of profit, or return, on their invest- 
ment. 

In any attempt to explain the growth and successes of 
the American economy, one must also cite the importance 
of our political system, and its emphasis on individual free- 
dom and decentralized economic initiative. The growth of 
our economy is a consequence of the activities of vast num- 
bers of individuals and business firms, each pursuing, within 
the framework of the law and a degree of public regulation, 
the profits to be found in an enlarged scale of output. 

One must also remember that economic growth is de- 
pendent on the workings of the public as well as the privage 
sector of the economy. Government activities in such fields 
as education, research, development of resources, highways, 
and public health — to name only a few — have a direct 
bearing on the capacity of the whole economy to expand. 

In even a skeletal listing, such as this, of the factors con- 
tributing to growth, one further point must be noted. At 
certain times the answer to the question, “How much 
growth?” will be determined not by the supply of labor, 
machinery, inventiveness, and skills, but rather by the extent 
of the market or demand for the goods and services that 
might be produced. Concern over the absence of markets, 
which mounts in periods of recession, can result in contrac- 
tions of output and new investment, and in corresponding 
reductions or temporary halts in the rate of growth. In recent 
years the maintenance of appropriate levels of demand or 
spending in the economy as a whole has increasingly been 
recognized to be a major responsibility of the monetary and 
fiscal authorities of the Federal Government. The task as- 
signed to these authorities is by no means simple, nor is 
it unimportant, for excessive demand or spending (by con- 
sumers, investors, and government together) may result in 
inflation, while inadequate spending will produce or protract 
recessions and result in lagging economic growth. 


THE IMPORTANCE OF GROWTH 

We all have a tremendous stake in the rate at which our 
economy grows. Unless our output of goods and services in- 
creases very substantially in future years, our rapidly rising 
population will be accompanied by a declining level of con- 
sumption per capita. The continuing improvement of our 
standard of living, which we have all come to expect, is 
dependent on our achieving a rate of expansion of output 
greater than that required to offset our mounting population. 
What not many years ago would have been thought of as 
an unattainable miracle — an average family income level 
of $7,000 a year, after taxes — is now not only possible but 
likely to be achieved within ten or twelve years, #f we can 
maintain the rate of growth which we have experienced so 
far this century. 

Continued economic growth, moreover, would permit us, 
in the near future, to eliminate, or at least substantially im- 
prove conditions in, many of the troubling “pockets of 
poverty” or “gaps in our prosperity” which are rightly matters 
of deep concern for a society of our degree of affluence. 
The futures of the one-fifth of American families whose 
incomes are currently less than $2,500 a year will be very 
much affected by the degree of success realized in expanding 
our economy. 

Also at stake as our future rate of growth is determined 
is the image of the United States among the uncommitted 
nations. Part of the communist economic challenge, and of 
the appeal of communist economic methods in underdeveloped 
countries, lies in the outstanding growth record of the Soviet 
economy. Unless our economy, too, continues to display a 
creditable record of economic growth, our political and eco- 
nomic system, with its emphasis on the role of individual 
initiative and private enterprise, may be discredited in large 
portions of the world. 

The amount of growth achieved by our economy over 
the course of the next decade will also have an important 
bearing on the likelihood of our meeting the challenges we 
face as a nation in the areas of defense and foreign assistance. 
An expanding economy will permit the resources which may 
be required for high-priority defense and foreign assistance 
projects to be channeled into such uses without the necessity 
of a cutback in the levels of private consumption. Should 
we fail to grow rapidly, however, we might well be faced 
with the difficult and unhappy situation of being able to 
meet our national security and foreign assistance commit- 
ments only through a curtailment of our living standard. 


WHAT CAN BE DONE TO PROMOTE GROWTH? 


Prescriptions for accelerating the rate of economic growth 
in the United States fall under as many different headings 






as there are factors at work in the process by which the 
economy grows. Although the relative importance of the 
different proposals is open to debate and the urgency with 
which they are advocated will vary according to the degree 
of dissatisfaction with the recent record of the economy, 
steps to promote growth must be considered in each of the 
following areas: 

Developing human resources: The functioning of a 
complex economy like ours is increasingly dependent on the 
education and skills of the work force. Individuals whose 
talents are not fully developed because of poor or insufficient 





schooling will fail to realize their potentials as productive 
members of our society. While great advances have already 
been achieved in both the extent and quality of educational 
Opportunities open to the average American, much remains 
to be done in this field. During the next decade, according 
to many independent studies of our educational needs, an 
extraordinary expansion of our educational system at all 
levels — grade schools and high schools, and colleges, uni- 
versities, and professional and technical schools — will be 
required. Many difficult issues will have to be faced in 
finding ways of filling our needs for teachers of high quality 
and financing educational expansion. 

A healthier population is also a more productive one, and 
anything that can be done to step up the rate of advances 
in medicine will promote the growth of our economy. Im- 
provements in housing, particularly in areas of “metropolitan 
blight,” also merit a place on our agenda for developing our 
human resources for growth. 

Developing our material resources: As our economy 
expands, our needs for raw materials, for power, water, and 
other resources can be expected to mount at a rapid rate. 
Heavy demands will also be placed on our transportation 
and communication systems. Both private industry and gov- 
ernment face massive tasks in these areas if the requirements 
of a growing economy are to be met. 

Research and technology: Advances achieved in the 
laboratories of both industry and government are crucially 
important in improving productivity and contributing to 
the growth of output. Increased efforts in training scientists, 
efficiently organizing research activity, and making effective 
use of laboratory findings will be richly repaid in expanded 
output. 

Preserving a sound and competitive enterprise system: 
We have previously noted the importance of competitive 


enterprise and individual initiative in explaining the past 
achievements of our economy. We must remain on guard 
in the future to be sure that a climate conducive to vigorous 
competition is maintained. In particular, our system of taxes, 
which have assumed increasing magnitudes in recent years, 
must be critically examined, and if necessary reformed, to 
ensure that it works to promote rather than stifle incentives 
and competitive forces. 


Stabilizing the economy: High on the list of major 
objectives of economic policy are three related goals: main- 
taining high levels of employment, preventing inflation, and 
achieving a rapid rate of growth. As is amply demonstrated 
by the price increases and recessions which have occurred 
since World War II, the continued and simultaneous achieve- 
ment of these objectives isn’t easy to realize. Of great im- 
portance in determining our growth record in the future 
will be the degree of success accorded our efforts to prevent, 
or at least to reduce, the length and magnitude of recessions. 
Difficult problems must be anticipated, in that some of the 
measures which might be adopted in combatting recession 
involve at least the risk of contributing to rising prices. 


Other measures: Many additional policies for promoting 
growth might also be cited. Steps to increase the mobility 
of labor out of geographical areas or industries of low pro- 
ductivity into other employment where productivity is higher 
will accelerate the rate of growth. And both the increased 
markets and the increased competition for domestic pro- 
ducers associated with an expansion of international trade 
would serve as a stimulus to growth. 

The responsibility for a growing economy, as this brief 
list of measures readily indicates, is widely shared. Each 
of us has a role to play in determining what our future eco- 
nomic growth rate shall be. 
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